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I. INTRODUCTION
A. In line with its stated policy to encourage foreign investment, the
People's Republic of China (PRC) has recently established four
Special Economic Zones (SEZ's) in which specific regulations
authorize decentralized government administration and give
preferential treatment to foreign businesses which locate within
the zones.
1. The SEZ's, some of which are now in their fourth year of
operation, provide "specially preferred treatment" in the areas
of taxes, land rentals, labor policies, import duties and exit and
entry procedures. They are, therefore, potentially
advantageous places for foreign investment in the PRC.
2. All of the SEZ's are located in the southeastern coastal areas of
the PRC and have access to ocean transportation.
3. Three zones are in Guangdong Province
a. Shenzhen (including the Shekou Industrial District): a
327.5 square kilometer zone located 20 miles north of Hong
Kong adjacent to the New Territories.
b. Zhuhai: a 6.8 square kilometer zone located next to Macao
on the estuary of the Zhu (Pearl River).
c. Shantou: a 3.3 square kilometer zone located 180 miles
northeast of Hong Kong on the coast of China.
4. An additional zone is in Fujian Province, 300 miles north of
Hong Kong, facing Taiwan: Xiamen, a 2.5 square kilometer
zone located on the coast of Fujian Province, in the old trading
city of Amoy.
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B. In addition to the four SEZ's, the PRC is promoting two
"industrial development districts" which, although not full-fledged
SEZ's, offer preferential treatment to foreign investors that in some
instances is more advantageous than the incentives offered by
SEZ's.
1. The development districts
a. Hainan Island: Located south of mainland China in the
South China Sea, Hainan Island is rich in natural
resources. It is east of Vietnam and adjacent to part of the
South China Sea oil exploration fields.
b. Minhang: a 213 hectare industrial park located 30
kilometers southwest of Shanghai. Minhang has a
relatively developed infrastructure, a skilled work force
and transportation facilities.
2. The districts have a different administrative structure than the
SEZ's.




a. Areas designed "to develop economic cooperation and
technical . . . exchanges with foreign countries and to
promote the socialist modernization programme," 1980
Regulations on Special Economic Zones in Guangdong
Province, art. 1.1
b. Areas "where enterprises are treated more preferentially
than in other areas in relation to such matters as the tax
rate and scope of operations, in order to attract foreign
capital and advanced technology for modernization."
Nishitateno, China's Special Economic Zones. Experimental
Units for Economic Reform, 32 Int'l & Comp. L.Q. 175-76,
(1983).
c. "[T]he staging places for a full-fledged economic
experiment . . . designed to be self-contained foreign
currency-enclaves. . . also intended to realize in miniature
Hong Kong's dynamic mercantile spirit . . . [C]ertain
areas of land where a more open approach is adopted
toward administration than in other, inland areas."
1. Regulations on Special Economic Zones in Guangdong Province.
(Vol. 7
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Kamm, Importing Some of Hong Kong... Exporting Some
of China," China Bus. Rev., Mar.-Apr., 1980, at 28-31.
d. Areas for "observation, study and experimentation."
Gelatt, China's Special Economic Zones: The Regulatory
Framework, Problems and Prospects, LEGAL ASPECTS OF
DOING BusINESS IN CHINA 156 (1983) (Handbook No.
293).
e. The "second tier" in China's three-tier economy designed
to serve as a buffer and liaison between the "first tier," the
capitalistic enclave of Hong Kong due to revert to China in
1997, and the "third tier," socialistic China with its
centrally controlled economy.
2. SEZ Characteristics
a. preferential treatment in areas of tax, land use, labor and
duties;
b. emphasis on production of export goods;
c. improved public utilities; and
d. comparatively free-market operations.
3. SEZ Purposes
a. attract foreign capital;
b. improve China's balance of payments;
c. aid the development of China's industrial base;
d. serve as a source of up-to-date technology; and
e. provide exposure to Western market practices.
4. SEZ's are somewhat similar to the "export processing zones" of
such developing countries as India and Korea. The SEZ's
differ, however, because in most export processing zones only
export industries are encouraged, while in SEZ's a wide range
of enterprises are encouraged.
1994]





Investment No. of China as of
Zone (millions) jcts December 1981
Guangdong Province
Shenzhen US$1,375.0 989 47.5
Shekou 88.5 21 3.1
Zhuhai 84.0 9 2.9
Shantou 106.2 N/A 3.7
Fujian Province
Xiamen 74.3 5 2.6
Total $1,728.0 1,024 59.8%
6. Most foreign investment in the SEZ's has been by overseas
Chinese, including Chinese from Hong Kong and Macao, who
are often motivated by patriotic as well as entrepreneurial
instincts.
a. By early 1982, 95 percent of the US$410 million committed
to projects in the Shenzhen SEZ came from overseas Chi-
nese. Since then this investment has dropped to 90 percent.
b. Investment by Western enterprises is increasing, often in
conjunction with Hong Kong or overseas Chinese partners.
B. Establishment of SEZ's
1. July 1979: A State Council directive authorized Guangdong
and Fujian Provinces to take measures to develop tourism,
foreign trade and investment, including the establishment of
SEZ's.
2. September 1979: Three SEZ's in Guangdong (Shenzhen,
Zhuhai and Shantou) were established.
3. December 1979: The Guangdong Provincial People's
Congress adopted draft regulations governing SEZ's.
4. August 1980: The National People's Congress approved
Regulations on Special Economic Zones in Guangdong
Province. [hereinafter cited as 1980 Guangdong Regulations].
5. May 1980: Xiamen SEZ was formally approved.
6. November 1981: The Standing Committee of the Guangdong
Provincial People's Congress adopted "provisional"
regulations on: Registration of Enterprises; Entry/Exit of
Personnel; Wages in the Guangdong SEZ's; and Land-use in
(Vol. 7
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the Shenzhen SEZ. [hereinafter cited as 1981 Guangdong
Regulations].
7. March 1979: Zhuhai and Baoan counties in Guangdong
Province were raised to the status of subprovincial
municipalities under the direct control of the province. This
action eliminated one level of bureaucratic administration
(prefecture). This allowed greater local decision-making
authority and made available larger and more direct budget
allocations for the two areas which became the Zhuhai and
Shenzhen SEZ's.
8. The concept of the SEZ's grew out of the PRC's export
commodity production bases used in the 1970s to stimulate
Chinese enterprises to engage in export trade.
9. SEZ's were established after the PRC had examined 52 export
processing zones in 28 developing countries.
10. SEZ development plans call for foreign investors to assist in
the development of the zones, including building the basic
infrastructure.
a. Article 5 of the 1980 Guangdong Regulations states that
the Administrative Committee of the Guangdong
Province SEZ's shall undertake land-leveling projects and
provide public utilities and "[w]hen necessary, foreign
investment may be adapted to participate in these
undertakings."
b. Article 7 of the 1981 Guangdong Regulations (Shenzhen
Land-use) states that "[f]oreign investment may also be
absorbed for participation in [land development
projects]."
11. SEZ's encourage the establishment of capital-intensive
technology projects, and seek to avoid reliance upon labor-
intensive projects.
C. Governing Law
1. SEZ's operate under the same fundamental legal system as the
rest of the PRC, but SEZ regulations supersede the general law
where there is a conflict.
2. Article 2 of the 1980 Guangdong Regulations provides:
"Enterprises and individuals in the special zones must abide by
the laws, decrees and pertinent provisions of the People's
Republic of China. Where there are special provisions in these
regulations, they should be carried out accordingly."
3. The 1981 Guangdong Regulations augment the 1980
Guangdong Regulations with respect to: (1) labor and wages;
1984]
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(2) registration of enterprises; (3) entry and exit; and (4) land
use in Shenzhen Zone.
4. Shekou, an "industrial district" located in Shenzhen, follows
the Guangdong SEZ regulations as modified by its own rules
which were adopted in September 1981.
5. On July 1, 1982, the Shenzhen Municipality adopted
provisional measures governing urban construction.
6. It appears that the Guangdong Province regulations are
presently being followed by Fujian Province in Xiamen.
Regulations for Xiamen, reportedly very similar to the 1980
Guangdong Regulations, were drafted in mid-1982 but have
not yet been issued.
D. Investment Incentives
1. Preferential Taxation
a. The corporate income tax rate for the Guangdong Province
SEZ's is 15 percent (1980 Guangdong Regulations, art. 14),
compared to 30 percent plus a local surtax of 10 percent for
joint ventures and 30 to 50 percent on other businesses
established elsewhere in China. Income Tax Law of the
People's Republic of China Concerning Foreign
Enterprises, (1980), arts. 3 & 4, translated and reprinted in
0. Nee, F. Chu & M. Moser, Commercial Laws and
Business Regulations of the People's Republic of China 1949-
1983 § J7, at 41 (1982).
b. Investors who reinvest their profits in the SEZ for five years
or more may apply for a tax reduction on the reinvested
portion. 1980 Guangdong Regulations, art. 16.
c. The 1980 Guangdong Regulations also provide that certain
"special preferential treatment" will be given to enterprises:
1) established within two years of the promulgation of the
regulations (Le., by the end of 1982);
2) with an investment of US$5 million or more;
3) utilizing "higher technologies;" or
4) having a longer financing cycle. 1980 Guangdong
Regulations, art. 14.
d. Tax holidays are available depending upon the duration
and type of the enterprise:
1) If the enterprise was established in 1983 or later with a
duration of five years or more, the tax holiday is:
i) Industrial: 2 years
ii) Tourist: 1 year
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iii) Transport & communications: 1 year (half-rate
taxation)
2) If the enterprise has foreign investment of at least US
$5 million, involves relatively high technology, and will
operate for at least 10 years, the tax holiday is:
i) Industrial: 5 years
ii) Tourist or service: 3 years
iii) Transport or communications: 2 years
e. The individual income tax is lower for employees of SEZ
enterprises: 3 percent to 30 percent on earned income as
compared to the 5 percent to 45 percent rate in the rest of
the PRC. For individual passive income, such as rents and
royalties, the rate in the SEZ's is 15 percent, rather than the
20 percent national rate.
2. Preferential Customs Duties
a. All production material, (e.g., machinery, equipment, parts,
fittings, raw material, transport vehicles and other material
required for production) is exempted from import duties.
1980 Guangdong Regulations, art. 13.
1) The SEZ enterprise must obtain permission to import
duty-free.
2) If the material is moved from the SEZ into the interior
of China or sold in the domestic market, duties will be
assessed.
b. "Articles required for daily use," excluding cigarettes and
liquor, are also exempted from import duty. 1980
Guangdong Regulations, art. 13.
3. Preferential Labor Relations
a. Under the SEZ regulations, an employer has greater
freedom to deal with its workers than under current law
governing the rest of the PRC, which still tends to
perpetuate the "iron rice bowl' theory of employment.
Under that theory, an employee is guaranteed a job (has an
iron rice bowl that cannot be broken) and cannot be fired.
b. The regulations allow a "contract system" for hiring labor
in the SEZ's. An SEZ enterprise is allowed to enter into
individual employment contracts with its workers covering
such matters as employment, dismissal and resignation, job
specification, labor service fees, awards and punishments,
working time and vacation, insurance and welfare and
labor discipline. 1981 Guangdong Regulations [Wages],
art. 2; 1980 Guangdong Regulations (1980), arts. 19 & 21.
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1) All labor contracts are subject, however, "to
examination and approval by the Special Zone
(municipal) Labor Bureau." 1981 Guangdong
Regulations [Wages], art. 2.
2) In comparison, under Article 2 of the Regulations on
Labor Management in Joint Ventures Using Chinese
and Foreign Investment, joint ventures contract with
labor unions, except in the case of a smaller joint
ventures which may contract with the workers
individually.
c. An SEZ enterprise may recruit employees on its own or
may take workers from the local labor service company.
1981 Guangdong Regulations [Wages], art. 4.
d. Labor service companies are set up under the Special Zone
(municipal) Labor Bureau to assist SEZ enterprises in
recruiting and training workers and to counsel workers
regarding labor contracts. Id art. 3.
e. Enterprises may hire through examination and workers
may be subjected to a probationary period of three to six
months. Id art. 4.
f. SEZ enterprises may dismiss workers who have become
redundant due to changes in production and technical
conditions, and who cannot meet the requirements of the
enterprise after training, if the worker "cannot be
transferred within the enterprise to other kinds of work,"
Dismissed employees receive one month's wage for every
year employed. Id art. 16.
g. SEZ enterprises may discipline and dismiss employees who
violate the rules of the enterprise and "cause damage
thereby." A dismissal, however, must be reported to the
Special Zone Labor Bureau for review. An employee may
request mediation by the Labor Bureau. Either the
employee or the enterprise can seek review of the Bureau's
decision by initiating a lawsuit in the People's Court in the
SEZ. Id arts. 17 & 18; 1980 Guangdong Regulations, art.
20.
h. Wage rates are negotiable at the time the labor contract is
signed. Wages shall be increased by 5 percent to 15 percent
per year. 1981 Guangdong Regulations [Wages], art. 7.
1) The Regulations for Labor Management in Chinese-
foreign Joint Ventures require joint ventures to pay 120
percent to 150 percent of the wages paid by similar
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PRC businesses. Although there is no such provision in
the SEZ labor regulations, the local Labor Bureau's
power to approve labor contracts may lead to such a
comparative wage rate.
2) An employee receives 70 percent of his or her wage.
Five percent is retained by the enterprise for workers'
benefits and 25 percent goes to the government for
social service subsidies. Guangdong Regulations (1981)
[Wages], art. 8.
i. Enterprises must accept the resignation of employees in
"special circumstances." Employees who received more
than three months of training from the enterprise must
complete one year of work before being allowed to resign,
unless the employee reimburses the enterprise for training
costs. 1981 Guangdong Regulations [Wages], art. 15; 1980
Guangdong Regulations, art. 20.
j. Enterprises may specify the form of wages, bonuses and
subsidies. There is an 8-hour work day and 6-day work
week. 1981 Guangdong Regulations (1981) [Wages], arts. 9
& 10.
k. The regulations prohibit employment of workers under the
age of sixteen. Id art. 5.
1. PRC laws relating to labor and environmental protection,
occupational safety standards and injury and disability
must be followed by SEZ enterprises. Id arts. 12, 13, 14.
4. Preferential Entry and Exit Provisions
a. Article 18 of the 1981 Guangdong Regulations calls for the
simplification of entry and exit procedures.
b. The 1981 Guangdong Regulations [Entry/Exit of
Personnel] provide that persons with business "who have
set up factories, have other work, or have bought homes or
live in the SEZ" may "with a certificate from the SEZ
Development Company" apply for multiple entry/exit
visas. 1981 Guangdong Regulations [Entry/Exit of
Personnel], art. 3.
c. Foreigners who live in an SEZ for six months to one year
may receive a temporary residence permit. Those who
reside in an SEZ for longer than one year shall receive a
residence permit. Id art. 6.
d. The multiple entry/exit visa may be used to enter the SEZ's
through Hong Kong or Macao. Entry or exit through
1984]
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another part of the PRC requires a regular visa. 1981
Guangdong Regulations [Entry/Exit of Personnel], art. 9.
e. Transport vehicles traveling between the SEZ and Hong
Kong or Macao must obtain a clearance pass from the
special zone Public Security Bureau, after approval by the
SEZ People's Government. Id art. 10.
f. The SEZ Regulations do not simplify customs inspection
procedures.
5. Preferential Procurement of Raw Materials
a. Enterprises which locate in the SEZ's are encouraged to use
Chinese equipment, goods and raw materials and are given
preferential prices based on the export price of these items,
which is subsidized and sometimes lower than the domestic
price. 1980 Guangdong Regulations, art. 17.
b. Joint ventures outside of the SEZ's are required to give first
preference to Chinese sources in purchase of materials
when the conditions of purchase are the same as from
outside sources. Joint Venture Regulations of September
20, 1983, art. 57. This is not required by article 17 of the
1981 Guangdong Regulations.
6. Preferential Land Use
a. The 1980 Guangdong Regulations state that "the land in
the Special Zones is owned by the People's Republic of
China" but with respect to the period of land use, land use
fees and the method of payment, preferential treatment will
be given according to different businesses and uses with
specific measures to be stipulated separately. 1980
Guangdong Regulations, art. 12.
b. Shenzhen: To date, only Shenzhen has land use
regulations. 1981 Guangdong Regulations (Shenzhen
Land-use).
1) The Shenzhen regulations provide that land may be
used for a fee, but forbid sales, leases or unauthorized
transfers. Id art. 5.
2) After obtaining approval of the project, an investor in
Shenzhen may apply for a Land-Use Certificate. .d
art. 8.
3) Within six months of issuance of the Land-Use
Certificate, an investor must submit development
plans. Within nine months after the issuance date,
construction must begin. Otherwise, the Land-Use
Certificate will be revoked. If the production plans for
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the project cannot be completed on time, the investor
may apply for an extension, which may be granted if
there are "proper reasons for delay." Otherwise the
Land-Use Certificate may be revoked. Id art. 9.
4) A land-use fee will be "collected for all land used by
enterprises financed exclusively by investors or by
joint ventures with [Chinese investment . . .]
regardless of whether such land is the site of the
original enterprise." Id art. 16. The fee is dependent
upon the type of business, and conditions and duration
of use, but the standard fees per square meter per year
are:
i) Industrial use: 10-30 yuan
ii) Commercial use: 70-200 yuan
iii) Marketable housing: 30-60 yuan
iv) Tourist construction: 60-100 yuan
v) Planting, animal husbandry and breeding: To be
negotiated separately.' Id
5) Land fees are adjusted once every 3 years. The rate
will not fluctuate more than 30 percent. Id
6) Land-use fees may be paid either in a lump sum or
"within two years free of interest," or annually at 8
percent interest. Id art. 18.
7) Preferential treatment in land-use fees will be given to
"educational, cultural, scientific and technological,
medical and social welfare institutions" established in
Shenzhen. Id art. 17.
8) Projects involving "exceptionally advanced technology
and nonprofit projects" are exempt from land use fees.
Id
9) The duration of an investor's use of land is negotiable
to the following maximums:
i) Industrial use: 30 years
ii) Commercial use: 20 years
iii) Marketable housing: 50 years
iv) Educational, scientific, technological and
medical use: 50 years
2. Comparatively, the Provisional Regulations concerning the Use of Land
Construction by Joint Ventures provide a land fee schedule of 10-300 yuan within large and
medium size cities, 5-300 yuan in small cities and other areas (Article 2). As of January 31,
1984, the foreign exchange rate treated one yuan as equivalent to USSOA834.
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v) Tourism: 30 years
vi) Planting, animal husbandry and aquatic
breeding: 20 years. These periods may be
extended upon application. Id art. 15.
10) Investors are responsible for the installation of power,
water, drainage, sewage, gas and telecommunication
facilities within the area of land use. Id art. 21.
11) After construction, the project must be inspected and
approved by the responsible authorities. Id art. 10.
12) All projects must abide by the overall construction
plan of the Special Zone, and all construction must
conform to municipal laws, building codes,
contractual agreements and national environmental
laws. Id arts. 11, 12, 13 & 22.
13) The 1981 Guangdong Regulations do not cover user
fees on buildings. The October 1982 Shenzhen
Guidelines state that the Shenzhen Industrial
Development Service Corporation will provide factory
buildings at three to five yuan per square meter.
c. Zhuhai SEZ: No land regulations have been issued.
d. Shantou SEZ: No land regulations have been issued.
Informal guidelines indicate that Shantou, the least
developed Guangdong Province SEZ, will offer more
favorable land-use fees.
E. Repatriation of Profits; Foreign Exchange
1. Article 15 of the 1980 Guangdong Regulations allows the
"lawful profits" of investors, after payment of taxes and
expenses, to be "remitted [out of China] through the Bank of
China or other banks in the special zones in accordance with
the provisions of the foreign exchange control measures of the
special zones."
2. To date, there are no special SEZ regulations which cover
foreign exchange control or repatriation of profits (possibly
due to the continuing debate on whether to establish a special
SEZ currency or use Renminbi or Hong Kong dollars in the
zones).
3. In the meantime, the Provisional Regulations for Exchange
Control adopted by the State Council on December 5, 1980,
and the Rules for the Implementation of Exchange Control
Regulations Relating to Enterprises with Overseas Chinese
Capital, Enterprises with Foreign Capital, and Chinese and
Foreign Joint Ventures approved by the State Council on July
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19, 1983, are applicable. The 1980 Provisional Regulations
allow foreign enterprises to remit abroad aftertax profits and
allow foreign personnel to remit 50 percent of their after-tax
earnings.
4. The Joint Venture Income Tax Law3 promulgated in
September 1980 imposes a 10 percent tax on repatriated after-
tax profits of a foreign shareholder in a joint venture.
F. Access to Domestic Markets
1. The 1980 Guangdong Regulations declare that "the products
of enterprises in the Special Zones shall be sold on the
international market." I1d art. 9.
2. The regulations provide that if the enterprise wants to sell its
products within China, it must seek approval of the
Administrative Committee for the Special Economic Zones of
Guangdong Province and "go through the procedures for the
payment of unpaid customs duties." Id
3. Thus, the right to sell domestically is a matter that must be
negotiated and causes the loss of exemption from import
duties.
4. Some SEZ enterprises such as R. J. Reynolds Industries, Inc.,
have obtained the right to sell domestically, in Xiamen.
G. Registration of Enterprises
1. All "foreign-owned enterprises, joint ventures ... and
cooperative enterprises" in the SEZ's must register with the
SEZ administration and obtain a registration certificate or
business license and a land-use certificate before starting
operations. 1981 Guangdong Regulations [Registration of
Enterprises], art. 1; 1980 Guangdong Regulations, art. 7. These
regulations contain the following ambiguities:
a. In a cooperative enterprise such as a "contractual" non-
equity venture, where no joint venture company is created,
it is not clear whether both the Chinese and foreign
business should register.
b. It is not clear from what source preregistration approval is
obtained. The 1980 Guangdong Regulations state that the
Provisional Administrative Committee for the Special
Economic Zones may approve the registration, whereas the
1981 Guangdong Regulations seem to indicate that
approval may come from the Provisional Committee or the
3. The Income Tax Law of the People's Republic of China Concerning Joint Vcntures
Using Chinese and Foreign Investment.
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local government. 1980 Guangdong Regulations (1981)
[Registration of Enterprises], arts. 3 to 8; 1980 Guangdong
Regulations, art. 7. The size and nature of the project will
determine which level of government must give approval.
2. An enterprise must get approval, and reregister, if it moves its
location, changes its production, increases, decreases, or
transfers its capital, extends its contract or makes changes in
other registered items. Id art. 8.
3. An enterprise wishing to terminate must report its reasons and
cancel its registration. Id art. 11.
4. An enterprise must open a bank account with the Bank of
China or another authorized bank, and register with the local
tax office. Id art. 7.
H. Type of Business Organization
Any form of business can be established under the SEZ
regulations including a business with 100 percent foreign
ownership. 1980 Guangdong Regulations, art. 1.
I. Insurance
SEZ enterprises may obtain insurance from the People's Insurance
Company of China, or from other authorized companies in the
SEZ. 1980 Guangdong Regulations, art. 8.
J. SEZ Administration
1. Guangdong Province
a. The Guangdong SEZ's are under the direct management
and control of the Administrative Committee for the
Special Economic Zones in Guangdong Province, which
acts on behalf of the Provincial People's Government. 1980
Guangdong Regulations, art. 3.4
1) Shenzhen is under direct control of the Administrative
Committee. Id art. 24.
2) Zhuhai is managed by an administrative committee
under the Zhuhai Municipal People's Government. 1d.
3) Shantou is managed by an administrative committee
under the Shantou Municipal People's Government.
Id
4) Shekou Industrial District, located within the Shenzhen
SEZ, is unique. It is under the direct control of the
4. The 1980 Guangdong Regulations, art. 23, state that the Administrative
Committee's powers include: drawing up development plans, approving investment
projects, registering enterprises, alloting land, coordination of support services, provision of
workers, administration of social and welfare facilities and maintaining law and order.
[Vol. 7
Special Economic Zones in China
China Merchants Steam Navigation Co., Ltd., a China-
owned firm based in Hong Kong.
b. The Guangdong Provincial Special Economic Zone
Development Company assists the Administrative
Committee in raising funds, operating enterprises on its
own, acting as agents for foreign investors and providing
business consultation. Id art. 25.
c. An Advisory Board assists the Special Zones. Article 6 of
the 1980 Guangdong Regulations provides that experts in
China and abroad and concerned individuals "who are
enthusiastic about China's modernization program shall be
invited to form an advisory committee that will serve as a
consulting body for that special zone."
d. Shenzhen Municipality has adopted Provisional Measures
Governing Urban Construction, which cover a wide range
of planning matters, including: the establishment of
agencies responsible for planning and construction in
Shenzhen, management, requisition and use of land for
construction, management of construction work (including
permits, approvals, design codes and deadlines),
management and construction of municipal projects,
management of survey and design work, management of
construction enterprises undertaking building work and
measures dealing with violations of the regulations.
2. Fujian Province: The Administrative Committee for the
Xiamen Special Economic Zone regulates economic and trade
matters. The Committee is assisted by the Construction and
Development Corporation of Xiamen and an advisory board.
III. SPECIAL ECONOMIC ZONES: INDIVIDUAL
ZONES
A. Shenzhen SEZ
1. Land Area, Population: The Shenzhen SEZ, a 327.5 square
kilometer area, is located on the southern border of the
Guangdong Province, bounded on the south by the New
Territories (Hong Kong) and on. the north by a mountain
range.
a. Shenzhen is the largest, most developed and most
successful SEZ.
b. Created out of mostly rural and agricultural land,
Shenzhen was until 1979 largely an area of farmers,
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fishermen and small towns. It now has the appearance of a
bustling boomtown.
c. In 1979 Shenzhen's population was 3,000. In 1983 it was
over 100,000. Shenzhen's population is projected to be
800,000 by the year 2000.
2. Foreign Investment
a. Foreign investment in Shenzhen has been substantial. In
1982 it accounted for one-fourth of China's total foreign
investment.
b. By December 1983 Shenzhen had concluded over 2,506
agreements with foreign investors with a total value of
HK$13.2 billion (approximately US$1.67 billion), of which
HK$2.7 billion (approximately US$342 million) had
already been utilized.
c. By the end of 1983 164 new industrial enterprises were
established in Shenzhen, with 55 completed and
operational.
d. From 1979 to 1983 total industrial output in Shenzhen
increased by 101 percent, and agricultural production by 25
percent. Local income in foreign exchange increased by
140 percent.
5
e. Ninety percent of the investment made in Shenzhen has
been by overseas Chinese, mostly from Hong Kong.
6
f. Shenzhen has recently attracted more foreign investors,
including a number of U.S. firms.
1) Baker-Marine Corp.: headquarters for drilling rig
joint venture with China National Offshore Oil Corp,
2) Bishop Graphics: joint venture with Shenzhen
Electric Appliances Manufacturing Co., Bank of
China (Shenzhen Branch) and Thai-An Trading Co.
to make printed circuit boards.
3) Caltex Petroleum Corp.: service stations.
4) Citibank: representative office.
5) Continental Grains: feed grain mill with Chia Thai
(Thailand).
5. In 1981 Guangdong Province's total industrial and agricultural output rose 9.9%,
more than double the national average of 4%. The province returned a US$1.4 billion
surplus to the central government. Much of these earnings came from Shenzhen.
6. Shenzhen offers lower land use fees and wages than Hong Kong, as well as less
crowded living conditions. Some overseas Chinese believe that Hong Kong may become an
SEZ when it reverts to China in 1997.
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6) Esso-Petroleum China Ltd.: service stations, possible
construction of oil terminal and pier.
7) Holiday Inns: hotel construction.
8) Mobil Oil: service stations.
9) Occidental Chemical Co. Ltd. (HK): joint venture
with Duyun Electronics Industrial Co. and Ministry of
Electronics Industry, Technological Research
Institute.
10) Pepsi Co.: 1981 production agreement to co-own and
co-manage the Shenzhen Happiness Plant.
11) Texaco-Shenzhen Co. (HK): six service stations, and
possibly an oil depot.
3. Development Plan
a. Shenzhen's Development Plan seeks US$5.2 billion in
exports by 1990.
b. The Shenzhen City Mayor (Liang Xiang) has proposed to
divide the SEZ into eighteen functional zones or satellite
cities.
c- China's original goal was to make Shenzhen a location for
investment in light industries to manufacture export goods.
The initial response by foreign investors, however, was in
property development.
1) Shenzhen can provide needed residential and vacation
space for Hong Kong.
2) By the end of 1982, 70 percent of Shenzhen investment
was in apartments, tourist facilities and commercial
space; 6.5 percent in tourism, and the remainder in
small assembly and processing projects.
3) New plants operating in mid-1982 included assembly
plants for radios and records, clothing and footwear
factories, a dyeing and finishing plant, steel fabrication
facilities and a container manufacturing plant.
4) In 1982 assembling or processing goods for export into
Hong Kong accounted for about 70 percent of
Shenzhen's trade.
d. To restimulate interest in industrial enterprises, Shenzhen
officials, in 1982, contracted with Hopewell, a Hong Kong
company, to develop a 50 square kilometer industrial park.
e. Currently, part of Shenzhen's increasing investment is
based upon South China Sea oil exploration activities.
1) In June 1982 the China Nanshan Development Co.,
Ltd. was established in Shenzhen to develop a supply
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base for exploration and development of the Pearl
River estuary oil fields.
2) Other oil-related industries are considering establishing
facilities in Shenzhen. It is estimated that US$40
billion will be needed over the next 20 years to develop
the offshore oil industry.
3) For example: Plans have been made by the Shenzhen
Municipal Petrochemical Industry and a foreign
consortium of Hong Kong and Australian firms to
establish a US$1.75 billion petrochemical joint venture.
The consortium will provide technology and capital; the
Chinese will provide land and labor. The
petrochemical complex will contain a wharf, railway
spur, oil tanks, oil refinery, thermal power plant and
plastics and ethylene factories. The venture will process
36.5 million barrels per year of South China Sea oil.
f. Lack of infrastructure has inhibited some Shenzhen
development.
1) In 1979 Shenzhen was mostly farmland. In the 1980-90
Development Plan, US$2.4 billion is designated for
infrastructure.
2) By May 1983 investment in infrastructure construction
totalled 1.33 billion yuan.
3) In 1983 Shenzhen, through the Shekou Industrial
District Authority, constructed a deep-water port with
berths for 20,000 to 50,000-ton ships at Chiwan.
Shenzhen plans to build a deep-water port at Dapeng
Bay for US$25 million.
4) Completed infrastructure projects include water supply
systems and power facilities.
5) Plans exist for a Shenzhen railroad station
improvement project, an improved telecommunications
system ($11 million contract signed July 1983) and a
heliport with a 40 helicopter capacity.
6) The PRC is planning to construct a US$400 million toll
highway 70 miles from Guangzhou through Shenzhen
south to Hong Kong, with a branch road 60 miles from
Guangzhou south to Macao and the Zhuhai SEZ.
Reportedly, the PRC is also investing US$110 million
to improve roads within Shenzhen.
4. Equity Investment
a. Most early investments in Shenzhen were cooperative or
[Vol, 7
Special Economic Zones in China
co-production agreements (from 1978 to 1980 these
accounted for 88.4 percent of total investments).
b. Recently, investment in joint ventures and wholly-owned
companies has increased.
c. The Chinese are allowing foreigners to purchase stock in
Chinese corporations established in Shenzhen. For
example, Sanhe Corporation (composed of five Chinese
state enterprises) plans to establish several enterprises,
including a bakery, beancurd factory, frozen food factory,
fruit and syrup factory and a beverage plant, by issuing
US$2.5 million of stock to investors. The 5,000 shares,
valued at US$5,000 per share, represent 49 percent of the
venture's capitalization.
5. Municipal Industrial Development Service Company: The
Shenzhen Municipal Industrial Development Service
Company has published guidelines that provide insight into
the treatment of foreign investors:
a. The January 1983 "Guide to Industrial Investment in the
Near Future in Shenzhen Special Economic Zone"
provides
1) If enterprises "have difficulty" in paying the unified
industrial and commerce tax on goods to be exported, a
reduction or exemption will be granted upon an
approved application. Ch. 2, § 1, para. 2.
2) "[E]nterprises involving more advanced technology or
larger scale will enjoy the preferential treatment of a 20
to 50 percent reduction or exemption from the [income]
tax for 3 years." Id ch. 2, § 1, para. 3.
3) Land fees for enterprises with "more advanced
technology and larger scale can be lowered by 20 to
40%," based upon the most preferential industrial use
land fee of 10 yuan per square meter. Id ch. 2, § 2,
para. 1.
4) Land-use fees for Chinese-built factory space are three
to five yuan per square meter. Id ch. 2, § 3.
5) "The standards for wages of the enterprises in the
Special Zone will be around 50% lower than those of
Hong Kong under the same conditions. Wages can be
about HK$600-800/mo." Id ch. 2, § 4.
6) If some products of the enterprises are sold and paid for
in Renminbi (RMB) within the zone, some expenses of
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the enterprise can be paid with RMB in the same
proportion as earned from domestic sales. Id ch. 2, § 5.
7) The fee for water is .18 yuan per cubic meter; the fee for
electricity is .085 yuan per unit for industrial use and
.20 yuan per unit for domestic use. Id ch. 2, para. 5.
8) "Salaries and other proper earnings" and "legitimate
profits" can be remitted out of China through the Bank
of China or other authorized banks in accordance with
the SEZ's "foreign exchange control measures." d ch.
3, paras. 5 & 7.
9) If a dispute cannot be solved by negotiation, requests
for arbitration or mediation may be made first to
China's organization for arbitration or to an
international arbitration organization. Id ch. 3, para.
9.
b. In September 1983 Liang Xiang, Mayor of Shenzhen,
stated that regulations pertaining to the management of
foreign investment banks, management of housing for
foreigners, technology transfer, economic contracts and
economic arbitration would be "implemented in the
future."
6. Recent Projects: Several new Shenzhen projects are
particularly interesting.
a. In March 1982 Pepsi-Cola, in a joint venture with
Shenzhen City Canning Factory, opened a new plant
employing 35 Chinese workers to produce 4.8 million cases
of bottled and canned soft drinks. Pepsi invested US$5.5
million.
1) Pepsi's fifteen-year contract gives it 45 percent of the
profit in the first five years and 40 percent thereafter.
Pepsi will pay its workers about one-third of the Hong
Kong wage rate.7
2) The Chinese party will select the chairperson of the
board and Pepsi will select the vice-chairperson. Each
party will select two additional members of the six-
member board of directors.
3) Eighty percent of the plant's production will be
exported overseas; 20 percent will be sold within the
zone for RMB.
7. In 1982 the average Hong Kong industrial wage was US$345/mo., while the
average PRC industrial wage was US$34/mo.
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b. In 1983 Shenzhen Cement Enterprises, owned 50 percent
by Mitsui Mining and Togen (both Japanese) and 50
percent by a Chinese entity, planned to produce 200,000
tons of cement per year for local sales and export.
c. In May 1983 Kanematsu-Gosho Ltd., a Japanese company,
and Hopewell Holdings Ltd., a Hong Kong company,
established a joint venture capitalized at HK$100 million to
help develop Shenzhen. Its first project will be the
construction of a four-story Shenzhen train station on the
Hong Kong border at a cost of 10 million yuan.
B. Shekou Industrial Zone
1. Land Area, Population: Shekou, which is a one square
kilometer (247 acre) area, is located on a peninsula in the
western part of the Shenzen SEZ.
a. Shekou is 20 nautical miles north of Hong Kong and 80
nautical miles south of Guangzhou. It is 30 kilometers west
of Shenzhen City.
b. Shekou was the first Special Economic Zone to be
established in 1979 and is now a well-developed industrial
district with good port facilities.
c. Shekou has been designed as an export processing zone.
d. Shekou has a population of 5,000.
2. Administration: Shekou enjoys a unique autonomy.
a. Shekou is administered jointly by the Guangdong
Provincial Administrative Commission for Special
Economic Zones (which governs all the Guangdong SEZ's)
and by the China Merchants Steam Navigation
Corporation of Hong Kong Ltd. (CMSN), a China-owned
company located in Hong Kong.
b. In 1979 CMSN received direct authorization from the State
Council to establish and develop the Shekou SEZ. CMSN
apparently has basic, and somewhat autonomous, authority
over development projects in Shekou, but it seeks the
advice and consent of the Guangdong Commission on
large-scale projects. CMSN can enter into contracts on its
own.
3. Investment Guidelines: The Shekou Investor's Handbook
states that investment is to be made "in accordance with the
law of the PRC on Joint Ventures Using Chinese and Foreign
Investment and Regulations on Special Economic Zones in
Guangdong Province."
a. The Shekou investment guidelines are somewhat more
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preferential than the Shenzhen incentives. Tax holidays of
three to five years are given to all companies, regardless of
startup date or the nature of the enterprise. The corporate
income tax rate is 15 percent, as in the Guangdong SEZ
Regulations.
b. In other respects, the Shekou guidelines are more
restrictive. Businesses cannot recruit their own workers.
The Labor Service Bureau must find workers. Labor
contracts must be signed by the Labor Service Bureau as
well as by the enterprise and the worker.
c. The Shekou guidelines cover areas not treated by the SEZ
Regulations.
1) Shekou requires the Hong Kong dollar to be used for
wage payment.
2) Foreign exchange may be remitted in or out of the Zone
only through Shekou banks.
3) For equity joint ventures, each party's investment must
not be less than 25 percent. The PRC Joint Venture
Law requires that a joint venturer's share "generally"
be not less than 25 percent.
d. Enterprises unwelcome in Shekou are those with outmoded
equipment, those whose products must be covered by
China's export quotas, those which are engaged in
assembling activities and those causing heavy pollution.
4. Operating Costs
a. Wages are paid in Hong Kong dollars at lower rates than
workers earn in "the same kind of enterprise in Hong
Kong." The wage rate is higher than in other SEZ's.
b. Power and electric rates are at the "same rate as applied in
Hong Kong."
5. Development Plan
a. By March 1980 CMSN had spent US$20 million
developing Shekou. The initial area developed was 13
million square feet. This included a 10 million square foot
industrial site, a 600-meter quay capable of handling 3,000
dead weight ton (dwt) freighters, a 24-mile water pipeline,
microwave towers and antennas, telecommunication
facilities, apartments and improvements in the road to the
nearest railhead.
b. Representative projects include a container plant run by
East Asiatic, a Danish joint venture with CMSN, a Swiss
construction equipment refurbishing facility, an aluminum
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plant, a US$13 million steel mill, a video and computer
games factory, a marine paint factory, a toy factory and
various support base facilities for offshore oil drilling.
C. Shantou SEZ
1. Land Area, Population: The Shantou SEZ occupies 3.3 square
kilometers in Shantou, a two-centuries old port city located on
the coast of Guangdong Province 180 nautical miles northeast
of Hong Kong.
a. There is steamer service from Shantou to Hong Kong and
passenger and freight steamship service between Shantou
and Singapore. In 1982 the capacity of ships using the port
was two million tons.
b. Shantou has over 350 industrial enterprises, largely
engaged in the manufacture of photosensitive materials,
electronic meters and instruments, textiles, canned goods,
drawn work articles and semiconductor components.
c. Shantou's population is 720,000.
d. A mild climate, scenic hills and the seacoast make Shantou
a tourist attraction.
2. Development Plan
a. The Shantou SEZ has two development districts:
1) Longhu district, located in the eastern suburbs of
Shantou, designed for the processing of foods for
export; and
2) port and warehousing district, located south of Longhu
designed for packaging, warehousing and shipping
goods.
b. Shantou plans to establish 250 enterprises with 50,000
employees in the Longhu district.
c. Shantou intends to develop textile, electronic instruments,
plastics, leather goods, cosmetics, household chemicals and
papermaking enterprises.
d. A 1,000 kilometer microwave network will connect
Shantou with other cities in Guangdong Province and with
Hainan Island. The network is due to be completed in
1984-85.
e. Approximately 20 million yuan will be spent to develop
Shantou's infrastructure, including:
1) a 2.7 kilometer highway from Longhu to Shantou; and
2) an expanded water supply providing 20,000 tons of
water daily.
f. Shantou's development has been slower than Shenzhen's
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and Zhuhai's. The two other SEZ's are engaging in more
broadly-based development, while Shantou appears to be
focusing on processing work.
3. Foreign Trade
a. In 1979 Shantou exported US$57 million of goods, of
which 75 percent were light industrial products.
b. In 1983 Shantou signed several agreements for projects
with foreign investors, including:
1) a carpet factory for US$4 million with Chia Tai
International, a Hong Kong firm;
2) a.seed mill with Chai Tai; and
3) a furniture factory with Kan Tai Company of Hong
Kong.
4. Regulations: The 1980 and 1981 Guangdong Regulations
apply to Shantou.
5. Investment Incentives: The Shantou Special Economic Zone
Trust and Investment Company guidelines published in April
1983 provide the following investment incentives:
a. a land-use fee schedule (square meter per year) that is
lower than Shenzhen's:
1) Industrial land: 5-10 yuan
2) Commercial land: 35-140 yuan
3) Marketable housing: 15-40 yuan
4) Tourist construction: 30-20 yuan
b. a 15 percent discount for lump-sum land fee payments; and
c. labor wages between HK$400 and HK$600 per month, as
compared to Shenzhen wages of HK$600-800 per month.
D. Zhuhai SEZ
1. Land Area, Population: A 6.8 square kilometer area bordering
Macao, on the west bank of the Pearl River estuary.
a. There is convenient access from Zhuhai by water to Hong
Kong and Guangzhou.
b. Fushan and Zhaoqing, two scenic resorts, are close by. The
coastline has beautiful bathing beaches and forested hills.
c. Approximately 1/2 to 1 million tourists visit the area
annually.
d. Zhuhai has a population of 133,000.
2. Development Plan: Zhuhai has three development districts.
1) Jida district: a tourist center;
2) Gongbei district: an industrial park; and
3) Wanzi district: a residential district which will also
contain some office buildings and commercial centers.
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a. Zhuhai is less developed than Shenzhen, but Zhuhai plans
to construct a harbor for 5,000 dwt vessels, a power station
and new roads.
b. Zhuhai is a suitable area for establishing small processing
industries for exports not requiring extensive energy.
c. Investment is expected to increase when the road linking
Guangzhou with Hong Kong and Macao is finished.
3. Foreign Investment
a. By July 1982 overseas Chinese had pledged US$1.03 billion
to help develop Zhuhai. Construction of two industrial
towns and a housing facility will begin in 1983 and end by
1990.
b. By the end of 1982 Zhuhai had contracted with thirteen
foreign investors for projects representing an investment of
approximately US$1.1 million. Construction had begun on
nine projects with overseas investment, including hotels, a
gravel pit, a ship service, a trucking service and apartments.
4. Regulations: The 1980 and 1981 Guangdong Regulations
apply to Zhuhai.
E. Xiamen SEZ
1. Land Area, Population: The Xiamen SEZ is a 2.5 square
kilometer area in the Hull District of Xiamen, formerly the
trading port of Amoy, in Fujian Province. Xiamen is 300 miles
northeast of Hong Kong and is directly opposite Taiwan, 140
miles to the east.
a. Huli is 7 kilometers from downtown Xiamen, 3 kilometers
from the port and 2 kilometers from the airport.
b. Xiamen has tourist resorts, a natural deep-water, protected
harbor and connecting highways and railways.
c. Xiamen has a population of 140,000.
d. The Xiamen SEZ was established in 1980 to serve mainly
as an export processing zone.
2. Regulations: The Fujian People's Congress adopted
regulations for the Xiamen SEZ in mid-1982, but have not yet
issued them. These regulations are reported to be similar to
the Guangdong Regulations.
3. Investment Incentives: In 1983 Fujian Province established the
United Development Corporation Ltd. of the Xiamen Special
Economic Zone. The corporation published guidelines giving
preferential treatment to investors.
a. Land-use fees for industrial land are one to twenty yuan
per square meter per year, a lower rate than in Shenzhen.
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b. No land fees will be assessed for the first five years of use.
Adjustments in fees will be made every five years and will
not exceed 20 percent. Shenzhen requires an adjustment
every three years, with a maximum adjustment of 30
percent.
c. Products produced with Chinese raw materials and in short
supply may be sold on the domestic market.
d. Wages will be HK$400 to $600 per month, lower than in
Shenzhen.
e. "Taiwan compatriots . . . will enjoy even more favorable
treatment."
4. Development Plan
a. Xiamen has been aggressive in encouraging foreign
investment, but its distance from Hong Kong and its
general inaccessibility have slowed development.
b. Xiamen's advantages include a more skilled labor force
than Shenzhen, because Xiamen is an established industrial
city.
c. Xiamen plans to have 200 new enterprises with 35,000
employees by 1988. These will be primarily labor-intensive
enterprises, such as textiles, electronics, building materials
and other light industries.
d. Xiamen is developing the necessary infrastructure. Recent
projects include a US$21 million enlargement to the Gaoqi
airport, a water supply system of 110,000 tons daily, a 110
power transmission system, a program-controlled
telephone exchange, a microwave telecommunications
trunkline to Fuzhou, 720,000 square meters of land
leveling, and a technical training center.
e. Xiamen recently added two new berths to its Dongdu Port
facility for 10,000-ton and 50,000-ton vessels.
f. Two other berths for 10,000-ton and 15,000-ton ships will
be completed by 1985. At present, congestion at Xiamen's
old port is a problem.
g. Development plans provide for a container wharf, a bulk
grain wharf, a coal wharf and a ship repair dock, all of
which are designed to be joint ventures.
h. The Xiamen SEZ is very important to Fujian Province.
Fujian's 1981-1985 Five year Plan has budgeted 5.5 billion
yuan (US$2.8 billion) for investment. Of this, 1.5 billion
yuan is to come from foreign investment mainly in the
Xiamen SEZ.
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5. Recent Projects: Two U.S. companies have recently invested in
the Xiamen.
a. In 1983 R. J. Reynolds Industries, Inc., established a USS12
million cigarette factory.
1) One inducement offered to Reynolds was permission to
sell cigarettes inside the PRC.
2) One-third of the factory's production of 30,000 cases a
year will be exported, one-third will be sold for hard
currency in Chinese hotels and stores and the remaining
one-third will be sold in the domestic market.
b. In 1984 Coca Cola will open a plant in Xiamen to produce
soft drinks for the domestic market. Peak capacity will be
48 million bottles. Construction of the four-story 5,500
square meter plant was scheduled to begin in December
1983.
1) The plant will be operated by the Construction and
Development Corporation of the Xiamen Special
Economic Zone and Xiamen Light Industrial
Company.
2) The drink concentrate will be imported, but other drink
ingredients and the bottles and caps will be produced in
China.
6. Other Foreign Investment: Other foreign investment in
Xiamen includes a tile factory established by Singapore
businessmen, an electronic products assembly plant from Hong
Kong, an ornamental jewelry factory from the Philippines, the
Inhwa floor brick plant, owned by a West German company
and Celestial Yachts, which co-produces fiberglass boats.
IV. "DEVELOPING COUNTRY" CONCERNS IN THE
SPECIAL ECONOMIC ZONES
Foreign investors will need to address concerns in the SEZ's that are
common to developing countries.
A. Unskilled Workers
For the most part, workers are untrained and lack prior industrial
work experience. Thus, enterprises need to invest in training
programs, especially in Shenzhen, which, unlike Xiamen, does not
have an industrial base and urban workers.
B. Inadequate Infrastructure
Lack of infrastructure usually takes the form of insufficient roads
and power facilities. Present development in Shenzhen will
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remedy this situation. Lack of infrastructure is less of a concern in
Xiamen, where the SEZ is adjacent to an old, established port city.
C. Isolation or Poor Communication and Transportation Facilities
Isolation is less of a problem in Shenzhen and Zhuhai because of
their proximity to Hong Kong and Macao. With the completion of
Xiamen's new port facilities, transportation to Fujian Province will
improve.
D. Repatriation of Profits and Currency Exchange
The Renminbi is subject to stringent exchange controls. There
have been discussions about issuing a special SEZ currency or
using domestic Renminbi rather than foreign exchange certificates.
No SEZ laws presently address this question.
E. Shortage of PRC Funds
The Chinese have a limited amount of funds for investment in the
SEZ's. Consequently, infrastructure development is sometimes
delayed. The Chinese have also been reluctant to make financing
available to prospective foreign investors.
F. Bureaucratic Red Tape
Shenzhen has attempted to clarify vague regulations, fill in
regulatory gaps and streamline customs procedures and approval
processes. The other SEZ's are also working to reduce
administrative delays.
V. INDUSTRIAL DEVELOPMENT DISTRICTS
A., Hainan Island Development Zone
1. Land Area, Population: Hainan Island, consisting of 34,189
square kilometers (slightly smaller than Taiwan), is located in
the South China Sea, south of Guangdong Province and east of
Vietnam.
a. Hainan is a tropical island and is rich in many natural
resources, particularly minerals and agricultural products.
b. Hainan's economy is largely agricultural. Its 5.5 million
population is composed mostly of rural workers.
2. Administration: Administratively, Hainan is part of
Guangdong Province. Hainan Island is not an official SEZ,
but Guangdong Province officials have stated that "we will
treat it the same," and are providing investment incentives to
foreign investors.
3. Infrastructure: Hainan Island has a relatively undeveloped
infrastructure and needs additional roads, railway and airport
facilities.
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a. The energy supply is limited, despite the recent completion
of an 80,000 kilowatt hydroelectric plant.
b. Hainan will be connected with the 1,000 kilometer
microwave network being developed for Guangdong
Province, to be completed by 1984-1985.
4. Foreign Investment
a. By 1983 Hainan had attracted only US$60 million in
foreign investment for twenty-six projects. The largest
investment was $30 million from Singapore and Malaysian
investors for a palm oil plantation.
b. United States businesses have investigated the possibility of
growing pineapples in Hainan.
c. Atlantic Richfield Corp. has considered Hainan island as a
support base for oil exploration activities.
5. Investment Policy
a. In July 1979 the State Council, recognizing Hainan's
unique geographic and economic circumstances, granted
the island expanded authority over investment policy.
b. In late 1981 Guangdong Province announced that Hainan
officials could approve joint ventures or foreign investment
projects which involve no borrowing from the central
government, require less than $5 million in investment, do
not upset the "balanced supply of energy and other raw
materials," and have a duration of less than fifteen years.
c. Hainan hopes to attract more than US$1 billion in foreign
investment for thirty-four core projects in the areas of
agriculture, animal husbandry, light industry (particularly
electronics), building materials, mining, tourism and
transportation.
d. Hainan seeks investment in four principal areas
1) cash crops, particularly rubber, palm oil, coconut,
pepper, pineapple, coffee, sugar cane, timber and
cashew nuts;
2) minerals, particularly iron ore, titanium, cobalt, copper,
aluminum, tin and manganese;
3) tourism facilities, particularly in the coastal beach
areas; and
4) agriculture, cattle, pigs, chickens and seafood.
6. International Trust and Investment Corporation: The Hainan
International Trust and Investment Corp. (HITIC), established
in March 1980 and capitalized at 50 million yuan, coordinates
Hainan's investment program.
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a. HITIC may serve as the Chinese partner in a joint venture,
handle credit and absorb foreign investment.
b. HITIC has invested almost US$3 million in four facilities:
a chicken farm, nylon zipper factory, tea bag plant and
prawn farm, in participation with foreign investors.
c. HITIC has also made foreign supply purchases on behalf of
Hainan industries.
7. Investment Incentives: Hainan offers more liberal investment
incentives than those available from the Guangdong SEZ's.
Incentives include:
a. tax holidays of two years, with a 15 percent income tax rate
thereafter;
b. low land-use fees (12-15 yuan per square meter) and low
labor rates (100-120 yuan per month);
c. all means of production imported in the first five years are
free from import tax; and
d. Hainan is willing to take a similar equity position, or accept
a smaller profit share, in foreign joint venture investments.
B. Minhang Development Area
1. Land Area, Population: The Minhang Development Area is a
213 hectare industrial park located 30 kilometers southwest of
downtown Shanghai. The Minhang development area is
located on the west side of Minhang township, a satellite town
on the outskirts of Shanghai which is being developed as an
industrial base.
a. The Minhang township manufactures heavy machinery,
power plant equipment, water pumps, ball bearings,
electrical tools and prefabricated construction components.
b. The population of Minhang township is approximately
50,000, and the population of nearby Shanghai is 6.5
million.
c. The development area is adjacent to the Huang Pu River,
which is navigable by 3,000 dwt oceangoing freighters.
There are barge facilities for transporting products to the
port of Shanghai.
d. A railroad spur line joins the Minhang development area to
the main Shanghai-Hangzhou railroad line. This provides
access to nationwide rail distribution.
2. History
a. Although the Shanghai area has traditionally been China's
leader in attracting foreign investment, in recent years it
has fallen behind in comparison to the growth of the SEZ's.
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Between 1979 and mid-1982 Shanghai signed contracts
worth US$200 million with foreigners. In the same period,
the Shenzhen SEZ attracted contracts worth US$1.5 billion.
b. In April 1983 the State Council gave Shanghai expanded
authority to make independent decisions on foreign trade,
including more autonomy in foreign technology
importation. Shanghai can now enter joint ventures,
conclude foreign trade contracts on its own, and engage in
technology import projects up to US$10 million without
prior central government approval.
c. Responding to the need for further industrial development,
and to attract projects to manufacture exports, the Shanghai
Municipal Government organized the Minhang and
Hongqiao Development Corporation."
3. Minhang Development Plan
a. About 50 percent of the Minhang development area will be
used for industrial enterprises, 5 percent for warehouses, 5
percent for administration and training centers, 5 percent
for service facilities and the balance for landscaping.
b. The development area seeks to attract manufacturing
enterprises for electronics, instruments, clocks and watches,
toys, clothes and processed foodstuffs.
c. The products manufactured in the development area are to
be sold primarily in international trade, with some of the
production available for domestic sale on a negotiated basis
in specific instances.
d. The development area will contain an administration
center, representative offices of government agencies,
banks, foreign trade offices, warehouse and transportation
facilities and living accomodations for workers and
management.
e. The Minhang township already contains a 125,000 kw
power plant, oil storage tanks and a lumber yard.
Complete utility systems for the development are now
under construction.
4. Investment Incentives
a. To date Minhang has not offered the same tax rate
8. The Hongqiao area is located on the west side of Shanghai near the Shanghai
airport, north of the Minhang development area. The Hongqiao area will be developed into
residential facilities and office facilities for foreign businesses locating in Shanghai and will
house foreign consulates. The area will include recreational facilities, a hospital,
department stores and telephone exchange facilities.
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reductions as the SEZ's. However, tax holidays of up to
two years, with a 50 percent reduction for the following
three years, may be allowed. Foreign employees will be
allowed to repatriate 75 percent of their after-tax income.
b. Taxes paid on profits reinvested for five years or more in
Minhang or other places in the Shanghai area will be
refunded.
c. Equipment used in production will be exempt from import
taxes.
d. Certain raw materials, water, gas and power can be
purchased at domestic prices. Other raw materials, such as
metals, oil, coal and timber may be purchased in China at
prices equal to international market prices if used to
manufacture exports.
e. Industrial land fees of ten to fifteen yuan per fquare meter
per year compare favorably with the Shenzhen land fees,
which are ten to thirty yuan per square meter per year for
industrial enterprises.
5. Business Advantages: The development area derives benefits
from nearby Shanghai, which has an advanced infrastructure,
substantial port facilities, a large skilled labor force, many
research and educational facilities and a long history of
industrialization.
6. Foreign Investment
a. Overseas Chinese have entered into a joint venture
agreement with a Shanghai company to manufacture toys
at Minhang.
b. In the last two years, U.S. companies have entered into
projects with Shanghai which set precedents for the types of
enterprises that can be established at Minhang.
1) Squibb & Sons: In May 1982 Squibb and the Shanghai
Pharmaceutical Industrial Corp. (SPIC) agreed to form
the Sino-American Shanghai Squibb Pharmaceutical
(SASS), a joint venture, with an initial investment of
US$8 million ($2 million in capital and $6 million in
loans). The plant will produce fourteen types of
medicines for export and thirty-two types for domestic
use.
9
i) The joint venture is owned equally by SPIC and
9. The SASS plant is located near the southeast comer of the Minhang development
area.
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Squibb. Profits will initially be used to repay
borrowing.
ii) Each venturer must invest equal capital and
borrow equal amounts for working capital.
iii) Squibb will import a US$1 million computer,
which it will sell to SPIC in fifteen years at a
reduced price.
iv) Squibb will run the factory and produce FDA-
quality products.
v) Squibb will deal with local firms to construct the
plant, and will sell SASS products in China after
purchase from SASS at prices set by the SASS
board.
vi) After fifteen years the venture will dissolve, unless
extended. SPIC will purchase Squibb's interest
using a pre-established conversion formula.
vii) If after three years the venture has not reached a
net profit of US$1.2 million, SPIC must purchase
Squibb's interest.
viii) The joint venture will have ten directors, five
from each partner. SPIC will nominate the
chairperson.
2) Minnesota Mining and Manufacturing (3M): 3M
recently entered into a contract with Shanghai to
establish a wholly foreign-owned subsidiary to
manufacture electrical tape, splicing bits and insulating
resins. The manufacturing facility will be located in a
newly constructed 12,000 square foot factory building
in Shanghai.
i) The subsidiary will enter into individual contracts
for supplies and labor.
ii) The subsidiary will use local Chinese managers.
iii) Products manufactured at the plant will be
exported and sold domestically.
iv) The subsidiary will set domestic prices, which will
be reviewed by a government board.
v) The subsidiary is the first wholly foreign-owned
operation in the PRC located outside the SEZ's.10
10. The Shekou industrial zone has at least six wholly foreign-owned ventures,
including a biscuit factory, flour mill and two electronics plants.
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VI. OTHER ECONOMIC ZONES
A. Fujian Province
Originally, Fujian Province announced three areas as SEZ's:
Langqi Island near Fuzhou, Xinglin in Xiamen Municipality
(December 1979) and Hull in Xiamen Municipality (May 1980).
In-May 1980, however, priority was given to Hul. There has been
little recent news on Langqi Island and Xingin.
B. Guangxi Province
There has been some talk that an SEZ or industrial zone, possibly
an oil exploration support base, would be developed in Guangxi
Province, an autonomous region in southern China just west of
Guangdong Province. The town of Beihai has been mentioned as
a possible oil exploration support base.
